
Order 2004-7-1 1 
Served: July 15,2004 

UNITED STATES OF AMERICA 
DEPARTMENT OF TRANSPORTATION 

OFFICE OF THE SECRETARY 
WASHINGTON, D.C. 

Issued by the Department of Transportation 
on the 15'' day of July, 2004 

INTRA ALASKA BUSH SERVICE MAIL RATES Docket OST-2003-14694 

ORDER SETTING FINAL RATE UNTIL FURTHER DEPARTMENT 
ACTION AND REQUESTING COMMENTS 

Summary 
By this order, the Department is setting the terminal portion of the mail rates payable by the 
United States Postal Service to intra-Alaska bush mail carriers providing service with bush 
aircraft. This rate will be effective immediately on a final basis, not subject to retroactive 
adjustment, and will remain in effect until further Department action.1 The current linehaul 
elements of intra-Alaska bush2 mail rates -- Part 121,3 Part 135, and Amphibious -- remain 
un~hanged.~ The terminal rate we are setting here of $5 16.18 per mail ton enplaned is 
significantly less than the prior rate of $722.80 set by Order 2002-8-7. 

The Postal Service compensates carriers on a weekly basis and implements any rate changes on Saturdays, the 
beginning of its pay week. Thus, the rate we are setting here will be effective on the first Saturday after the date of 
service of this order. 

Aircraft having payloads exceeding 7,500 pounds are classified as mainline, while bush aircraft have payloads of 
7,500 pounds or less, regardless of the number of seats. As a point of reference, the Saab 340, the largest bush 
aircraft currently operating with just under 7,500 pounds payload, can be configured with up to 34 seats. 

off and landing aircraft, capable of landing at short runways. 
There are two Part 121 rates: one for faster aircraft not capable of landing at short runways, and one for short take- 

See Orders 2004-3-34,2004-6-3, and 2004-6-4. 
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Background 
In the first phase of the last bush mail investigation, Order 88-4-27 determined the terminal 
portion of the mail rate by first assigning expenses directly attributable to the transportation of 
mail, specifically village agents5, then dividing the remaining expenses by enplaned tons of all 
traffic -- passengers, freight and mail -- with no differentiation among the three classes of traffic. 
At the time, expenses for village mail agents had not been recurrently reported6 and so the Postal 
Service argued that such directly assigned expenses were unreliable. In addition, the wide 
variation in the agents’ costs for different carriers and its own experience in Alaska led the Postal 
Service to believe that village agents performed a variety of mail and non-mail related hnctions. 

Subsequently, Order 89-7-5 1 introduced the concept of multivariable regression -- a very 
different way of determining terminal costs from the prior order. That order tentatively found 
that such techniques were preferable to the costing techniques used in Order 88-4-27, as follows: 

Multivariable regression analysis is a widely used statistical tool to discern the disparate 
impacts of two or more factors [such as mail and non-mail traffic] acting independently 
on a dependent variable. The equation we have chosen to rely on expresses departure- 
related station costs reported by the carriers as a function of two independent variables -- 
passenger/baggage/freight tons enplaned weighted at 200 lbs. per passenger, and mail 
tons enplaned. The regression postulates that the more passengers/baggage/freight and 
the more mail are boarded, the greater the carrier’s station cost. Not surprisingly, the 
regression indicates, with a strong degree of confidence, that this is the case. The 
regression also indicates that it costs 57% more to enplane a ton of mail than had 
previously been indicated in Order 88-4-27. We do not find this regression result 
unreasonable. First, passengers load themselves, while the methodology previously 
employed assigned a great deal of passenger-related station cost to the bush destinations 
where there are few costs other than bush agents, whose primary responsibility is to load 
mail and freight. (Page 5.) 

Order 89-7-5 1 went on to note that: 

Allocating bush terminal costs between mail and other traffic is more difficult for bush 
than for mainline service, because the accounting detail is not available for the bush 
points. Nevertheless whenever detailed data has been available, the cost of loading mail 
and freight has been determined to be much greater than the cost of loading passengers. 
(Page 5.) 

Village agents are employees of the carriers, rather than the Postal Service. They are employed at the outlying 
communities, not the regional hubs. It was a matter of dispute whether these agents delivered only mail from the 
aircraft to the customer, in which case all of their costs should be directly assigned to mail, or whether they provided 
additional services to the carriers. 

In the previous investigation, the Department required one-time, special reports from the carriers such as balance 
sheets and data on village mail agents. In this investigation we have not required any such one-time special reports. 
Reports submitted on a regular, recurrent basis, and not tailored to a specific result are generally more reliable. 
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It further noted, in footnote eight, that while more detailed reporting such as that required of the 
major carriers might be of some assistance, small operators, such as the bush carriers operating to 
markets of limited size, cannot specialize to the same degree as mainline carriers, and therefore 
greater accounting detail would not necessarily resolve difficulties in allocating common costs. 

Since the conclusion of the last base-rate investigation, we have periodically updated the 
regression-determined terminal rate by indexing it to changes in terminal unit costs per weighted 
departure, which produced the increase in unit costs fiom $426.43 per ton in Appendix K of 
Order 90- 10-34, to the most recent rate of $722.80 in Order 2002-8-7. 

Decision 
We continue to endorse the multivariable regression approach for determining mail’s terminal 
rate. As shown in Appendix A, the regression estimates a cost for each 200 pounds of mail7 of 
$38.1647, or $381.165 per ton enplaned. Because we excluded the data for 40-Mile and LAB as 
unreliable in Order 2004-6-4, we have also excluded their data here. We have also excluded 
Tatonduk from the calculations of the terminal rate because its reports do not breakout terminal 
costs.8 Consistent with the statute and the calculation of the linehaul in Order 2004-6-4, we have 
excluded fiom the regression the data for four all-cargo carriers -- ATS, Bellair, Village, and 
Olson.9 We have adjusted the data for ERA to reflect its bush operations.10 A multi-variable 
regression examines the impact on costs of carriers with different mixes of the two independent 
variables, in this instance mail and all other traffic. We find there is no basis for determining a 
separate terminal rate for Part 121, Short Runway, Part 135, and Amphibious operations. As 
indicated, only one expense element is reported for each carrier for the terminal element. Of the 
three carriers with Part 12 1 operations, only Era Aviation operates purely as a Part 12 1 carrier, 
while Peninsula’s operations include Part 12 1 , Part 135, and Amphibious and Frontier operates 
under both Part 135 and Part 12 1. 

To the regression result of $38 1.65 per ton found in Appendix A must be added markups for both 
capacity-related expense and for after-tax return, because those costs were not included in the 
regression.11 The average capacity-related expense for all carriers was 13.79 percent, and we 
have increased the $381.65 result accordingly. As discussed in earlier orders, we have not 
required carriers to report balance sheet information as we did in the earlier investigation. 

Passengers, in order to be compared to mail or freight, have to be put on a passenger equivalent basis (PEQ) of 200 

Tatonduk is a large regional carrier, and, as such, reports differently than the other carriers. 
As discussed in footnote 3 of Order 2004-6-4, the law provides that the mail rates for bush carriers be based on 

pounds per passenger. 

data for bush passenger carriers. 
ERA operates service with four different aircraft types, only one of which, the DeHavilland Twin Otter, qualifies 

as bush. While ERA reports bush and mainline traffic by aircraft type, its expense report combines bush and 
mainline station expense in one number. We have assigned 26.48% of ERA’S station expense to its bush operations, 
as shown on page 2 of Appendix A, on the basis of scheduled RTMs of passengers, freight, and mail. 

Consistent with all of the linehaul rate orders, and hlly discussed in Order 2004-6-4, the terminal rate must be 
increased to reflect capacity-related expense (overhead) and a profit element. We have rejected the Postal Service’s 
argument that after tax profit not be applied to capacity related expense. Likewise, we rejected their argument that a 
fixed 5 percent markup to expenses be applied. 
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Instead, we have decided to apply the implicit return and tax markup found in Order 90-10-34. 
For the linehaul, the return and tax markup was 9.46 percent; for the terminal, the corresponding 
number was 18.86 percent.12 The terminal markup for return and tax is significantly higher than 
the linehaul, notwithstanding the same after tax rate of return on investment for the linehaul, 
because it was applied to the terminal element’s proportionately larger investment base per unit 
of expense, as determined in Order 90-10-34. Finally, because mileage is not a factor in the 
terminal element, there is no need for a circuity calculation for the terminal rate as there was for 
the linehaul. 

The main changes from the prior regression equation are the change in the make up of the pool of 
carriers, and the passage of time. Six of the 18 carriers in the prior pool are no longer operating, 
including Friendship, by the far the biggest bush carrier at the time. Besides having a much 
larger pool of carriers than before, we have added some very large operators that were not 
operating then, including Grant, Hageland, and Promech. Also, the reliability of the results as 
measured by the T-Statistic and Adjusted R-square parameters are similar.13 

As in the last investigation, we have forced the regression result to have a Y-Intercept of zero, 
meaning that there would be no terminal expense if there were no traffic carried, Le., if the 
carriers were not operating. Rather than try to manually allocate such residual expenses between 
mail and non-mail traffic, we have let the regression itself handle this issue by forcing the 
Y-Intercept to zero. 

Finally, although we have based the regression on expenses and traffic for the year ended 
June 30, 2003, we have not included an inflation update. This is consistent with our discussion 
in Order 2004-6-3, page 1 1 .  

RSIA provides that the Department will use show-cause procedures to conduct a base- 
rate investigation every two years. Under those circumstances, the burden of 
undergoing annual updates for inflation may exceed their benefit. Also, more than a 
year has passed since the midpoint of the current base period, January 1,2003, which is 
the point at which an inflation update would be calculated. It would be difficult at this 
juncture, with annual data not becoming available until well after June 30,2004, for us 
to calculate an inflation update. The difference between the Postal Service’s 
recommendation of 5 percent plus interest, and the return element of 9.46 percent may 
be a close approximation of the inflation factor and should allow us to discontinue those 
updates. 

l2 See Appendix F of Order 90-10-34. 
l3 In Appendix K to Order 90-10-34, the Adjusted R-Square was 0.7247 and the T-Statistic was 3.369. In 
Appendix A, the corresponding values are 0.8037 and 2.06. 
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ACCORDINGLY, 

1. We make final the rate per mail ton enplaned of $5 16.18 as discussed in the order, effective on 
the first Saturday following the service date of this order,l4 until further Department action; 

2. Parties wishing to object to this order may file objections within 30 days of the service date of 
this order, with 15 days for rebuttal. Any objection should contain clear and specific objections 
as to how the rates were calculated, and state what methodology should be employed. The filing 
of objections will not stay the effectiveness of this order; and 

3. We will serve this order on the parties to this proceeding. 

By: 

KARAN K. BHATIA 
Assistant Secretary for Aviation 

and International Affairs 

(SEAL) 

l4 The Postal Service has indicated that the mail pay periods for carriers start on each Saturday, and so, for 
administrative efficiency, we will make this rate effective on the first Saturday after the service date of this order. 
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